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KEY ECONOMIC INDICATORS: MALAYSIA 








All values in million U.S.$ Exchange rate as of April 21, 1972 
unless otherwise stated. U.S. $1.00 = M$2.80 
% Change Rate of 
ITEM 1969 1970 1971 1970/1971 Growth 
INCOME, PRODUCTION, EMPLOY MENT 
GNP at Current Prices 3924 4191 4392 + 4,8 +5.8 
Per Capita GNP, Current 
Prices (Actual Value) 370 380 384 +1,] + 1,9 
Public Fixed Investment 231 269 292 + 8.6 +12.5 
Private Fixed Investment 312 457 485 + 6.1 +26,3 


Overall Industrial 


Production Index V1 96¢2100 109.1 118.2 123,52/ 
Sub-Indices 2/ 

Mining 97.6 95.5 85.6, ‘ 

Manufacturing 115.6 130.6 142.6 

Electricity i 105.7 115.3 129. 62/ ‘ 
Average Unemployment Rate// N/A 8% 7.8% 
MONEY AND PRICES 
Money Supply 682.5 739.8 768.2 + 3.8 + 6,1 
Public Debt 1662.2 1791.9 2161,1_, +20,6 +14,2 
External Debt 267,1 266.2 375.6 +41,1 +20,6 





Commercial Bank 
Minimum Advance Rates, 





General 8 8 8 
Consumer Price Index V/ 

(1959=100)2/ 107.1 108.6 _110,98/ 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange 707.3 720.5 814,1 +13 + 7,5 
Net External Reserves 881.4 924.7 990.8 ae + 6 
Balance of Payments +188 +21 +44 
Merchandise Balance +529 +339 +265 
Exports, FOB 1781 1823 1758 - 0.4 + 1,0 
Imports, FOB 1252. 1485 1493 +.0.5 + 9.6 


REVISED GROSS TRADE FIGURES OF CENTRAL BANK 


Balance of Trade $517 7 +299.6 +218.4 +271 -36,4 
Gross Exports, FOB 1805.2 1843.7 1790.2 - 2.9 - 0,04 
U.S. Share 269.1 239.3 227.3 - 0.5 - 5.8 
Gross Imports, CIF 1287.4 1544 1571.8 + 1.8 +10.9 
U.S. Share 82.1 131.2 105.9 -19,.3 +20,3 


Value of principal imports from U.S., 1971 1/ 
Beverages and tobacco USs11.9 
Chemicals USS13.4 
Food USS 3.9 
Machinery and transport equipment USS$26.2 
Manufactured goods USS 7.2 
Miscellaneous manufactured articles USS 5.2 


NOTES: 


West Malaysia only. 

October 1971: 

Estimated. 

Provisional, based on Central Rates after realignment of currencies in 

December 1971. 

5. A new interim retail price index for West Malaysia in 1971 averaged 105.5 
(1967=100), 1.4 percent higher than 1970. The government intends to 
construct a new retail price index after completing a household budget 
survey this year. 

6. November 1971, 


WD 








SUMMARY 


Falling international prices for most of Malaysia's basic 
commodity exports (rubber, tin and timber) last year served to 
dampen the nation's economic picture considerably. In spite of 
this, which a decade ago might have been disastrous for Malaysia, 
the nation's economy continued to expand, though at a lower rate 
than hoped for under the Second Malaysia Plan. Total export value 
fell slightly, but the country's merchandise balance was, as usual, 
favorable. Malaysia's balance of payments showed a larger sur- 
plus than that of 1970. Public spending, as programs under the 
Second Malaysia Plan were implemented, did much to sustain the 
growth rate and the initial impact of the country's industrialization 
policies are beginning to be felt. Malaysia is also increasing its 
efforts to attract foreign tourists to partly offset lower export earn- 
ings from primary products. Nevertheless, due to continued low 
international prices for its basic commodities, especially rubber, 
Malaysia's economic prospects for the rest of 1972 do not appear 
any better than those that produced the rather disappointing growth 
recorded last year. 


With the prolonged port tie-ups in the U.S., American ex- 
ports to Malaysia last year dropped from their 1970 levels. This 
is particularly disappointing because Malaysian imports of invest- 
ment goods from other industrialized countries rose above 1970 
figures. Currency realignment will make U.S. products more 
competitive on the Malaysian market and with the end of the dock 
strikes U.S. suppliers should make up lost ground in the country. 
Government tenders offer an especially good opportunity for increas- 
ing direct export of U.S. goods and services. 


Malaysia is continuing efforts to lure U.S. investment, and 
U.S. firms wishing to establish export-oriented, labor intensive 


industries will find the investment atmosphere in the country 
particularly attractive. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Export Earnings of Basic Commodities Decline 


Malaysia was beset on almost all sides in 1971 by falling 
prices on international markets for its basic commodity exports. 
Export earnings from rubber, tin and timber were down considerably 
from 1970. The average annual price for rubber was the lowest in 
over 20 years. A decade ago such declines in foreign revenue 
earned by these products could have spelled economic disaster for 
the country. Last year, perhaps due to some success at diversifi- 
cation and increased public spending, the effect was dampening 
but far from disastrous for the Malaysian economy. Total export 
value fell slightly from $1,843.7 million in 1970 to $1,790.3 
million in 1971; imports on the other hand rose modestly. Malaysia 
maintained its favorable trade balance, and the country's over~all 
balance of payments was not only favorable for the third straight 
year, but showed an improvement over 1970. An increase in the net 
inflow of long term capital was largely responsible for the greater 
surplus last year. 


The value of rubber exports which made up nearly 30 per 
cent of Malaysia's total gross exports declined 15.3 per cent from 
1970. This decline in value resulted in spite of a marginal increase 
in the export volume of rubber, The United States continued to be 
Malaysia's largest rubber buyer and increased its purchases sub- 
stantially over the previous year, Tin export earnings were down 
10.6 per cent from 1970 to $323.5 million in 1971. The volume of 
tin exports amounting to 87,100 metric tons also fell by 5.9 per 
cent, 


Export value of saw logs and sawn timber declined by 2.8 
per cent and 7.2 respectively in 1971. The main cause of the 
decline was a recession in the Japanese timber market which in 1971 
accounted for about half of Malaysia's log exports. An official 
Japanese projection that imports of timber into Japan would be re- 
duced by-14 per cent in the first half of 1972 does not auger well for 
the Malaysian timber industry this year, but world demand for timber 
is expected to show a long term increase. The present decline may 
be a minor fluctuation in this trend and future prospects for Malaysia's 


timber industry are brighter than those of its other basic commodities. 








Palm Oil and Petroleum Perform Well 





The decline in gross export receipts would have been much greater 
had it not been for palm oil and petroleum, The value of Malaysian 
palm oil exports increased by 43.1 percent in 1971 to $135 million, 
The world market for palm oil began to weaken after August of last 
year, but increased volume as new acreages come into production 
should assure that palm oil will again bolster Malaysia's export 
earnings in 1972. 


Petroleum exports, which are mainly re-exports of crude petroleum 
imported from Brunei and partly refined petroleum produced in Sarawak, 
jumped 94.1 percent in value from $72 million in 1970 to $140 million 
in 1972. The product accounted for 7.8 percent of Malaysia's gross 
exports in 1971 compared with 3.9 percent in 1970. This remarkable 
growth was due both to higher prices and increase in volume as off- 
shore fields in East Malaysia came into production. Nearly all of 
Malaysia's off-shore areas have been leased for oil exploration and 
if new finds can be coupled with known reserves, this commodity should 
assume increased importance among Malaysia's exports in the future. 


Public Spending Sustains Growth 


Malaysia's gross national product grew by 4.8 percent. While 
this is considerably lower than the 6.5 percent growth envisaged by 
the Second Malaysia Plan, it is an acceptable rate considering the 
poor performance of the country's export sector. Public sector ex- 
penditure, reflecting development spending for the Second Malaysia 
Plan, was responsible for much of last year's growth rate. Public 
sector capital formation expanded by 14.8 percent and public con- 
sumption increased 10.5 percent. In spite of the increasing role of 
the public sector, private sector investment still forms the bulk of 
gross capital formation in the Malaysian economy. This investment 
accounted for 61 percent of total gross capital formation in 1971. 


Production also continued to increase despite lower prices for 
most commodities. The volume of agricultural production rose 7 
percent compared with a 4 percent increase in 1970; mining production 
was up nearly 4 percent; and the volume of manufacturing output rose 
about 6 and one-half percent. 


Hotels and Tourists 


In an effort to establish an industry that can bring in more 
foreign exchange to partly offset the declining earnings of basic 
commodities and also to provide more employment opportunities, 
the government of Malaysia is seeking to bolster foreign tourism 
to the country. The Pacific Area Travel Association held its annual 
meeting in Malaysia in January of this year and served to focus 
Malaysian attention on the potentials of tourism, 


The government recently established a Tourist Development 
Corporation to facilitate the growth of the tourist induStry in 
Malaysia, and a number of tourist sites and attractions are being 
developed. Malaysia hopes that by 1975 more than 170,000 tourists 
will be arriving annually, versus 76,000 in 1970. This would rep- 
resent an average annual growth rate of 17 percent during the Second 
Malaysia Plan period, 


Along with the hoped for increase in tourism must come hotel 
accommodations and in this area, at least, Malaysia is making 
rapid strides. Incentive approval was granted to construct 30 new 
hotels during 1971. These hotels, mainly of first-class and luxury 
standard, will increase accommodation capacity in Malaysia by 
about 6,000 rooms, doubling the present capacity. Four new hotels 
are under construction in Kuala Lumpur that will add over 1,500 
rooms to the present capacity of about 1,270 rooms offered by the 
two first-class hotels now existing in the city. Among the hotels 
being built are two from U.S. chains, Hilton and Hyatt. Holiday 
will start soon, 


The two existing first-class hotels in Kuala Lumpur are rarely 
over-booked and it would seem that if the new hotels are to operate 
profitably, every tourist anticipated in the perhaps optimistic govern- 
ment projection must visit Kuala Lumpur. There is a definite danger 
that by 1973 hotel space will exceed the city's needs. 


Prospects for Year-End '72 


An improvement in the natural rubber market would considerably 
improve prospects in Malaysia, but as the immediate outlook for 
natural rubber prices on the international market is not bullish, the 
Malaysian economy may have to seek remedies elsewhere. 








One cause of hope for a brighter economic picture this year is 
that the multiplier effect of public sector participation will be more 
strongly felt in 1972 than last year. A large portion of federal govern- 
ment lending to government agencies and public corporations was not 
spent by these bodies, but should make an impact before the end of 
this year. 


Malaysia's efforts at industrialization are also beginning to 
bear some fruit. The final objective in the nation's economic develop- 
ment--the scaling down of dependence on export of a few raw materials-- 
is still some distance away, but an encouraging start has been made. 
Malaysia has turned from an industrial policy of import substitution to 
a more aggressive one of export orientation. During 1971 the government 
specifically singled out the electronics industry for attention and took 
measures to promote it. 


Malaysian exports of manufactured goods are still predominantly 
unsophisticated items involving mainly primary products, but there are 
signs of change. The Central Bank of Malaysia is optimistic for con- 
tinuing growth in the export field by manufacturing industries and expects 
they will gradually be important enough to make up for the loss from a 
slower growth of primary export earnings. 


However, it is not likely that public spending or increased 
manufacturing activity will have sufficient impact this year to offset 
the generally poor market conditions presently prevailing for Malaysia's 
primary products. With rubber prices now hovering near a 30-year low, 
perhaps the best the nation's economy can hope for in 1972 is to do as 
well as it did last year. The outlook for the remainder of 1972 is much 
the same as was recorded in 1971--reduced export earnings and a 
sluggish, less than anticipated growth rate. 


IMPLICATION FOR UNITED STATES 


U.S. Exports to Malaysia Decline 


Total U.S. exports into West Malaysia fell from $98.9 million 
in 1970 to $73.9 million in 1971 and the U.S. percentage of imports 
into all of Malaysia dipped from 8.5 percent in 1970 to 6.7 percent in 
1971. This decline reflected the general uncompetitiveness that re- 
quired the U.S. dollar revaluation and can be partly explained also by 
three factors: 





(1) The virtual stagnation of Malaysian imports in 197]; 
(2) The prolonged dock strikes in the U.S.; and 


(3) The unusually high U.S. export figures in 1970 arising 
from the purchase of four aircraft valued at $19.4 million by Malaysia- 
Singapore Airline which were included in Malaysia's 1970 import 
figures. 


However, it is disturbing that U.S. exports should have fallen 
so much when it is considered that: 


(1) Although Malaysian imports generally stagnated, imports 
of investment goods including machinery and transport equipment, areas 
where the U.S. is most competitive, expanded by 10.3 percent. 


(2) The dock strike cannot be held responsible for such a large 
drop--at any rate it should have been a two-way street but the volume 
of Malaysian exports to the U.S. fell only slightly. 


(3) Even after subtracting the total cost of the aircraft from 
1970 accounts there is still a large drop in U.S. exports between 1970 
and 1971. 


Other major industrial nations such as Japan and the U.K. 
increased the value of their exports to Malaysia by 6.9 percent last 
year and thus, especially in areas of machinery needing replacement 
parts, these nations have gained an inside track from U.S. firms in 
supplying the needs of the Second Malaysia Plan and the initial phases 
of Malaysian industrialization. 


U.S. suppliers should not neglect the Malaysian market. 
Although there will probably be lesser demand for consumer items, 
Malaysian import of goods such as machinery and transport equipment 
should again increase this year. These are largely items in which the 
U.S. is highly competitive and U.S. exporters willing to make the 
effort should be able to regain lost ground in the Malaysian import 
market. 


Public Tenders Offer Big Opportunity 


One of the best opportunities for direct exports of U.S. goods 
or services is in the field of public spending as the Govemmment of 
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Malaysia continues to implement the programs of the Second Malaysia 
Plan. In the past, response to public tenders from U.S. firms has been 
quite disappointing. As a result of the currency realignment the U.S. 

is more competitive in many fields where the Government of Malaysia 

is asking for international tenders. For example, the government is 
asking international bids for such items as hospital equipment, communi- 
cations equipment and earth-moving equipment, all areas in which U.S. 
bids could well compete with bids from other industrialized countries. 
The Government of Malaysia in deciding on bids often places as much 
emphasis on the terms of financing as on the price. U.S. firms competing 
for international tenders from Malaysia may find it advantageous, there- 
fore, to accompany their bids with a preliminary commitment from the 
Export-Import Bank. These commitments are available to U.S. exporters 
for most projects and can usually be obtained quickly and at no cost. 


Investment Opportunities for the Right Industries 


Malaysia, with its record of stability in finances, prices and 
government, and availability of raw materials and labor, continues to 
offer an attractive atmosphere for foreign investors. The government, 
however, is becoming somewhat more selective in choosing the types 
of industries to which it will grant incentives. Prime Minister Tun 
Abdul Razak recently noted “a system of investment and production 
which does not take advantage of our vast natural resources and the 
increasing number of youth coming into the labor market flies in the 
face of real opportunities and benefits offered in Malaysia." The 
Malaysian government is chiefly interested in attracting labor-intensive, 
export-oriented industries. 


Foreign investment that meets these criteria should find the 
government most receptive and cooperative. For example, three large 
U.S. electronics firms were recently granted pioneer status for manu- 
facture of components produced exclusively for export. One of these 
firms went from date of application to actual production in the record 
time of 60 days when the state development corporation made available 
a state-constructed plant built to the specifications of the investor. 
Two U.S. electronics firms in Malaysia plan to triple production 
facilities as soon as physically possible. There are also good oppor- 
tunities for investment in tourist-related industries in resort areas of 
Malaysia. 


An indication of the continued Malaysian interest in attracting 
U.S. investment is the current visit to the United States by the Malaysian 
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Minister of Trade and Industry who is accompanied by a delegation 
from the Malaysian Federal Industrial Development Authority. The 
delegation hopes to meet with potential U.S. investors and attract 
more U.S. participation in Malaysia's industrialization. This eight- 
week tour is the second official Malaysian visit of this type to the 
United States within a year. 
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